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The Korean outbreak in the latter part of
June came at a time when economic activity
in the United States had reached a very high
rate and prices were rising moderately from
levels not much below the 1948 peaks. Pro-
duction was at a new postwar peak with
building activity and automobile production
at exceptionally high levels. Demands gen-
erally were also at advanced levels and were
increasing. Consumers were buying auto-
mobiles and houses in record volume. Busi-
ness demands for inventories were expand-
ing further, and earlier plans for expenditure
on plant and equipment were being revised
upward. Buying was supported in part by
substantial expansion of credit, especially
home mortgage and consumer instalment
credit, and by a more active use of currency
and bank deposits.
New construction was in record volume,
reflecting primarily the exceptionally high
rate of residential building. New houses
were being started more rapidly than those
under construction were being completed,
and at a rate half again as great as a year
earlier. Demands for a wide range of con-
struction materials were pressing on avail-
able supplies. Reflecting increasing material
prices and labor costs, construction costs had
been rising since the beginning of the year.
An important factor in the demand for
housing was the large volume of funds avail-
able on residential mortgages from banks
and other lenders on exceptionally easy terms,
influenced in part by Government guarantee
and insurance. A record volume of mort-
gages on new and old properties was being
written, and the mortgage debt outstanding
had reached a new peak, more than twice
as high as at the end of the war.
During July, consumer buying expanded
greatly and businesses substantially increased
their orders for materials and capital equip-
ment. Buying was financed by high and
rising consumer and business incomes, sub-
stantial further expansion of credit to private
borrowers, and use of liquid assets. As a re-
sult of heavy buying, prices advanced sharply.
By early August basic commodity prices had
risen 16 per cent in five weeks and all com-
modities at wholesale had advanced 5 per
cent, with farm products and foods up 8 per
cent. Consumer prices, which had risen 1
per cent in June, also advanced further in
this period—probably at a more marked rate.
In order to provide quickly the substantial
volume of materials needed for national de-
fense and to prevent demands of consumers
and businesses, supported by private credit,
from adding to existing inflationary pres-
sures, the President initiated a series of
Governmenf actions. On July 18 he directed
the Federal agencies concerned with real
estate credit operations to restrict Federal
programs affecting residential construction.
On July 19 he requested Congress to au-
thorize emergency powers to limit the use of
essential materials; to regulate consumer,
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real estate, and commodity trading credit;
and to assure adequate financing for defense
production and plant. Since July 24 the
President has requested additional appropri-
ations for various defense activities and has
recommended higher taxes to meet the addi-
tional Federal expenditures.
RESTRICTION OF RESIDENTIAL CONSTRUCTION
As a result of the President's letters of
July 18, the various Federal agencies con-
cerned with residential construction and fi-
nancing took steps to limit the availability
of mortgage credit and to reduce the volume
of residential construction. The President
used his discretionary power directly to
limit the additional insuring authority of
the Federal Housing Administration to 650
million dollars of the 1,250 million provided
by the Housing Act of 1950.
The Federal Housing Administration
and the Veterans Administration promptly
amended the regulations under which they
insure or guarantee mortgage loans. Effec-
tive July 19 these agencies recognize, for in-
surance or guarantee of loans, a level of con-
struction costs no higher than that prevail-
ing on July 1. This means that increases in
house prices reflecting costs higher than this
level may not be included in insured or guar-
anteed mortgages. With some exceptions
and modifications necessary for technical
reasons, each agency also requires that a bor-
rower applying for insurance or guarantee of
a loan after July 18 shall make a down pay-
ment of at least 5 percentage points more
than was required under the earlier regula-
tions. Accordingly, for owner-occupants,
minimum down payments under the Fed-
eral programs now range from approximately
5 per cent of property value to 25 per cent,
depending on the program, type of borrower,
and type of property.
In addition, the Federal Housing Adminis-
tration reduced the size of the maximum
insurable mortgage on a single-family house
from $16,000 to $14,000 and required that,
effective August 1, every borrower on prop-
erty improvement loans insured under
Title I of the National Housing Act make
a down payment of 10 per cent of the price
of the work. Previously, no down payment
had been required. The Veterans Adminis-
tration required that gratuity payments by
the Government to veteran borrowers on
GI home loans (the popular name for home
mortgage loans guaranteed or insured under
the Servicemen's Readjustment Act) be ap-
plied to reduction of the loan principal. Such
gratuity payments, which are equal to 4 per
cent of the amount of the guaranteed portion
of the loan (but not more than $160), could
formerly be used as the borrower chose in
connection with payments due on the prop-
erty. These new VA regulations apply also
to direct loans made by the Administration
under the Housing Act of 1950, and the 150
million dollars authorized for such loans
during the fiscal year 1951 will be disbursed
in approximately equal quarterly instalments.
The Farmers Home Administration also
adopted the level of costs on July 1 as the
highest to be recognized for loan purposes
and reduced the amount of any farm build-
ing loan it will approve. The Administration
will now approve a farm building loan only
if the amount of the loan, together with
other real estate indebtedness of the bor-
rower, does not exceed 95 per cent—rather
than 100 per cent—of the appraised value
of the farm.
The Home Loan Bank System reduced
from 50 to 30 per cent of the member's line
of credit the amount which a member insti-
tution may borrow for the expansion of
business, and restricted the amount of mort-
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gages which a member may sell in any cal-
endar year to 20 per cent of its holdings at
the beginning of the year. The System also
adopted supervisory policies designed to
maintain members' appraisals no higher than
on July 1, to encourage members to restrict
lending so that a borrower's total debt against
a property will not exceed 75 per cent of the
appraised value, to restrain construction lend-
ing, and to encourage shorter maturities and
prepayment of mortgages.
These restrictions apply directly only to
financing arrangements, or commitments for
financings made after the effective dates of
the actions. Construction can continue at a
high level for several months under commit-
ments made earlier.
The Public Housing Administration,
which administers Federal aid for local low-
rent housing programs, limited to not more
than 30,000 the number of units that may
be started in the second half of 1950, and the
Housing and Home Finance Agency sus-
pended indefinitely all applications for loans
under the Housing Act of 1950 for construc-
tion of student and faculty housing by edu-
cational institutions.
Federal and State supervisors of banks and
other lending institutions on August 4 issued
a joint statement urging all such institutions
to exercise special care in their lending and
investment activities in order not to add to
inflationary pressures. The text of this state-
ment appears on page 947.
RECENT RESIDENTIAL CONSTRUCTION AND
MORTGAGE LENDING
The record level of residential building this
year has reflected strong desires of established
as well as newly formed families for im-
proved living quarters, continuation of the
high personal incomes and wide distribution
of liquid assets that have prevailed in recent
years, and the large amount of credit avail-
able on easy terms for mortgage lending—
both with and without Federal guarantees.
During the first half of this year, a record
694,000 new housing units were started, half
again as many as in the first half of 1949 and
one-fifth more than in the second half of that
year. In July the number started was slightly
above the very high level of May and June.
Single-family houses, as shown in the
chart, continue to account for the bulk of all
units started. About 150,000 of the 568,000
single-family units started in the first half of
this year were started under FHA com-
mitments to insure the mortgages, and a
somewhat smaller additional number in an-
ticipation of permanent financing with VA
guaranteed mortgages. The remainder, per-
haps a little more than half of the total, were
started under other credit arrangements.
In this same period some 450,000 newly
completed single-family houses were sold, of
NONFARM DWELLING UNiTS STARTED
1948 1949
Department of Labor data. Only new permanent family
dwelling units built in nonfarm areas are represented; single-
person accommodations, conversions, trailers, and all temporary
structures are excluded. Latest figures shown: for total, July
1950; for breakdown by one-family and other units, June 1950,
with breakdown for May and June estimated by Federal Reserve.
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which roughly 50,000 appear to have been
sold without mortgages. About half of the
remaining units were sold with insured or
guaranteed mortgages.
Construction of private multi-family units,
which has been considerably larger than in
the first half of last year and about the same
as in the second half, has depended to a
greater extent on Federal mortgage pro-
grams. About 95,000 such units were started
in the first half of this year, more than two-
thirds of them financed with mortgages in-
sured by the Federal Housing Administra-
tion under Title VI of the National Housing
Act. Authority to accept applications for in-
surance of mortgages on new multi-family
units under this provision expired on March
1, 1950. Although in some large metropoli-
tan areas, including Chicago, Detroit, San
Francisco, and Washington, the number of
multi-family units started has been declining
in recent months, the volume of such starts
in the country as a whole could continue
very large for some time under the substan-
tial volume of Title VI insurance commit-
ments still outstanding.
As was noted above, construction of Fed-
erally aided public housing will be limited
in the second half of 1950 to 30,000 units,
only 1,600 of which had been started by the
end of July. The bulk of the public housing
now under way has been financed, without
Federal assistance, from State and municipal
funds and is located in a few States, chiefly
New York, Massachusetts, and Connecticut.
RESIDENTIAL MORTGAGE DEBT
Lending on residential real estate mort-
gages during the first half of 1950 was at a
new high level following the resumption of
expansion in mid-1949. Mortgage lending
on farms and on commercial properties such
as stores and office buildings also increased
slightly, but industrial concerns continued
to finance the major share of construction
expenditures from retained earnings and
other internal sources.
New loans made on small residential prop-
erties in the first half of 1950, shown in the
table, are estimated at 6.6 billion dollars,
an increase of 600 million dollars, or one-
tenth over the last half of 1949 and more than
one-third over the first half. About 2.4 bil-
lion dollars appears to have been advanced
to buyers of new houses, 2.8 billion to buyers
of old houses, and 1.4 billion to other owners
of 1- to 4-family real estate. Almost two-
thirds of the credit extended for the purchase
of new houses and about one-third of that
for the purchase of old houses was insured by
the Federal Housing Administration or in-
sured or guaranteed by the Veterans Admin-
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NOTE.—Data on outstandings and loans made, 1941-49, from
Home Loan Bank Board; first half of 1950 estimated by Federal
Reserve. Apparent retirements derived from these figures.
Residential mortgage debt outstanding has
increased at a record rate during the past
half year as retirement of previously con-
tracted debt has risen much less rapidly than
new debt has been written. At the end of
June outstanding debt on 1- to 4-family
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properties, as the table shows, was estimated
at about 40 billion dollars, an increase of
about 3 billion since the beginning of the
year, and more than double the amount out-
standing at the end of the war.
About 16.5 billion dollars of this debt, or
more than two-fifths, is insured or guaran-
teed by Federal agencies, VA guarantees pro-
tecting about 8.9 billion of this amount and
FHA insurance 7.6 billion. In the months
ahead the amount of guaranteed and insured
debt written will be limited by recent Federal
actions reducing funds available and restrict-
ing terms under which loans may be guaran-
teed or insured.
The increase over the past year in the
amount of new residential loans insured or
guaranteed by Federal agencies reflects a fur-
ther sharp rise in GI loans this year, to-
gether with a continued high level of FHA
financing, as is shown on the chart. The
rapid rise in GI loans since the spring of 1949,
following a year and a half of steady de-
cline, appears to be the result of several fac-
tors. A decline during 1949 in yields on al-
ternative investments, particularly United
States Government securities, made the 4
per cent rate on loans guaranteed by the VA
relatively more attractive to investors; the
flow of savings into financial institutions con-
tinued large, and the supply of funds for
mortgage investment was ample; and lend-
ers increasingly became reconciled to the
idea that the 4 per cent rate on GI loans
would not soon be raised.
Very important, too, was the nature of
the market provided by the Federal Na-
tional Mortgage Association. Until March
of this year the Association, by making com-
mitments to buy eligible mortgages, en-
abled mortgage lenders who usually do not
hold appreciable amounts of mortgages to
make more loans than private investors were
prepared to buy. The secondary market thus
provided has been more important in the
expansion of GI loans than of FHA loans,
of which the FNMA has never taken a very
large proportion.
The Housing Act of 1950, approved in
April, ended the authority of FNMA to make
commitments, and since May the Associa-
tion by regulation has required that a loan
made after March 1, 1950, to be eligible for
purchase, must have been held by the lender
for at least two months. It is uncertain, how-
ever, when these changes will affect pur-
chases by the Association, partly because the
Association still had outstanding at the end
of July about one billion dollars in undis-
bursed commitments. Purchases are likely
to continue large until this backlog is re-
duced. Although sales of mortgages held by
FNMA have increased markedly in recent
NONFARM MORTGAGE LENDING
MILLIONS OF DOLLARS MILLIONS OF DOLLARS
For mortgages under $20,000, data on nonfarm mortgages re-
corded during month from Home Loan Bank Board; for GI
home loans, loans closed under the Servicemen's Readjustment
Act: October, 1946-date, from Veterans Administration; Jan-
uary-September 1946 estimated by National Housing Agency
from records of Veterans Administration; for FHA insured
home loans, data on loans insured under sections 203 and 603
of the National Housing Act as reported by Federal Housing
Administration. Latest figures shown are for June 1950.
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months, they are still below purchases, and
holdings have continued to increase.
Holdings of real estate mortgages by both
financial institutions and noninstitutional
lenders have increased sharply since the mid-
dle of 1949. In recent months lending on
residential properties by financial institutions
has expanded somewhat more rapidly than
lending by noninstitutional lenders. Life in-
surance companies continue to hold more
real estate mortgages than any other type of
financial institution, as is shown in the table.
Savings and loan associations continue to be
the most important single institutional source
of new loans on small residential properties.
REAL ESTATE MORTGAGE LOANS HELD BY SELECTED
FINANCIAL INSTITUTIONS











































































NOTE.—Figures for commercial and mutual savings banks from
Federal Deposit Insurance Corporation and Comptroller of Cur-
rency; savings and loan association figures from Home Loan Bank
Board; and life insurance company figures from Institute of Life
Insurance. June 30, 1950 figures for all institutions and June 30
figures for all years for savings and loan associations are estimated
by Federal Reserve.
NoNRESIDENTIAL CONSTRUCTION
Since the spring of 1949 the volume of
new eonstruction, seasonally adjusted, has
been rising steadily, reflecting for the most
part the exceptionally rapid expansion of
residential construction already discussed.
The volume of private construction in the
first half of 1950 was one-fifth larger than
a year earlier and one-sixth larger than in
the second half of 1949. Public construc-
tion as a whole was only moderately larger
than a year ago. Construction costs, which
declined somewhat during the spring of
1949 and were fairly stable in the second half
of that year, have risen steadily this year,
and in the first six months of 1950 average
costs were at about the same level as a
year earlier.
Business construction. The volume of con-
struction for business purposes, seasonally
adjusted, has risen almost 10 per cent since
winter, reversing the almost continuous de-
cline which began in the autumn of 1948.
In the first half of this year, however, busi-
ness construction was still substantially lower
than a year earlier.
The upturn this spring and summer re-
flected the general strengthening of business
demand and was accounted for largely by
increased building of new manufacturing
plants and retail stores. Increased investment
in new plant has taken place in both durable
and nondurable goods industries, including
especially the automobile, machinery, chemi-
cals, food products, and textile industries.
Prior to the Korean outbreak the steel in-
dustry had announced plans to expand ca-
pacity by 6 million tons, involving some addi-
tional plant construction, before the end of
1952. Recent events may hasten this ex-
pansion.
The rise in retail store construction has
reflected the need for shopping and other
commercial facilities in recently developed
residential areas, as well as the further de-
centralization of commercial activities to
suburban areas. Other types of commercial
construction, such as warehouses and office
buildings, have been in about the same vol-
ume as a year earlier.
Public utility construction, which accounts
for about three-fifths of all construction by
private business concerns^ has been increasing
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this summer, following a fairly steady decline
from a very high level in the spring of 1949.
The volume this year, however, is still some-
what below that of a year ago, largely because
of decreases in construction of communica-
tions and railroad facilities; for electric and
gas companies there has been little change.
Public construction. The postwar volume
of public construction, while substantial, has
not been large enough to satisfy needs
deferred in past years, together with recent
needs generated by large additions of housing
and business facilities. Expansion in public
construction this year has been less rapid than
in earlier years.
Construction of schools and other educa-
tional buildings has increased considerably
and construction of hospitals, chiefly for vet-
erans, has also continued to expand. Addi-
tional schools, however, are still needed in
very large volume to provide for the sharply
increased school population. Construction
of new streets and highways this year, while
10 per cent larger than a year ago, is less
than in the late thirties when there was still
a substantial work relief program under way.
Maintenance and repair have accounted for
a large share of all the work done on streets
and highways since 1945. The need for new
and improved roads and streets is great.
Work in most of these fields as well as in
other types of public construction, s-uch as
sewage and water, rivers and harbors, and
natural resource development, will be af-
fected substantially by the national defense
program.
MATERIALS AND LABOR
In response to the high and rising level of
construction activity after the spring of 1949,
output of materials and employment in con-
struction increased, and since then have gen-
erally continued to expand, after allow-
ance for seasonal influence. Beginning last
autumn, prices of many materials advanced,
and average wholesale prices are now higher
than at the peak in 1948. Since the end of
June this year, inventory buying has in-
creased and retail sales of building materials
have been in record volume.
Employment iri construction is about one-
tenth larger than a year ago, and wage rates
have continued to advance. Average hourly
earnings in the construction industry have
risen 6 per cent since last summer, reflecting
some increase in overtime. Output per con-
struction worker has also continued to in-
crease.
Production and supplies of materials. Out-
put of lumber, which increased sharply last
autumn and then declined more than season-
ally during the winter, rose further this
spring and summer to a level higher than at
any time since 1929. New orders and ship-
ments both for immediate use in building
and for replenishment of distributors' inven-
tories have also been very large, however, and
have exceeded production throughout the
first half of this year. Stocks of lumber held
by manufacturers have been reduced con-
siderably below a year ago, but retail stocks
have been rising steadily.
Production of lumber products, including
hardwood flooring, millwork, and plywood,
has also risen sharply this spring and summer.
Stocks of these items in the hands of manu-
facturers have been drawn down appreciably
since last summer; hardwood flooring stocks
have been reduced by about 60 per cent and
plywood stocks by about 25 per cent Re-
tail stocks of lumber products also appear to
have been reduced.
Output of fabricated metal products, such
as heating apparatus, plumbing supplies, and
cast iron soil pipe, has risen considerably this
year, following sharp reductions in the first
AUGUST 1950 941
Federal Reserve Bulletin: August 1950CONSTRUCTION ACTIVITY , AND MORTGAGE CREDIT
half of 1949. Shipments of these items
have generally exceeded production in re-
cent months, and manufacturers' stocks have
consequently been reduced from the rela-
tively high levels reached in mid-1949. Sup-
plies of cast iron radiation are only about
half as large as they were a year ago, and
stocks of warm air furnaces, cast iron boil-
and bathtubs are also considerably ers
smaller than last summer when they were
accumulating in the hands of manufacturers.
Supplies of clay products and cement have
fluctuated much less than other construction
materials during the postwar period. Output
of brick, tile, clay sewer pipe, and cement
has been fairly stable at high levels since 1947.
Cement stocks this summer were at about
the same level as in earlier postwar years,
following usual seasonal declines from the
early spring peak.
Prices of materials. Last summer the gen-
eral decline in prices of building materials
and equipment, which began in the autumn
of 1948, came to an end, and since then many
prices have been rising steadily; others have
shown no increase since the beginning of the
year. This summer the area of price ad-
vances has widened, and premium prices are
once again being offered for materials in
limited supply.
By the end of July average wholesale prices
of building materials had risen 11 per cent
from last summer's low point and exceeded
the peak reached in the autumn of 1948.
Prices of lumber have risen most sharply,
as shown in the chart, following a steady de-
cline for 12 months. Increases in dealer-to-
contractor quotations for some lumber items,
such as hardwood flooring and millwork in
some major cities, have been greater than the
20 per cent rise indicated by the Bureau of
Labor Statistics wholesale price index.
Marked increases in prices of metals have
been reflected in the prices of fabricated metal
products used in building. Copper prices are
more than one-third above their low of last
summer, and wholesale prices of plumbing
and heating supplies have been rising steadily
this spring and summer.
With supplies of cement and clay products
generally adequate to meet demands in al-
most all areas, cement prices have shown
little change since last fall, while quotations
for clay products have risen only 2 per cent
in the last 12 months.
WHOLESALE PRICES OF BUILDING MATERIALS
t935-1939 -100
Bureau of Labor Statistics indexes converted to 1935-39
base by Federal Reserve. Total includes "paint materials" sub-
group not shown separately. "Other" subgroup includes
chiefly metal building materials except structural steel; asphalt,
glass, gravel, and crushed stone; millwork and prepared roof-
ing. Latest figures shown for subgroups are for June 1950;
for total, Federal Reserve estimate for July 1950.
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